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PLEASE PASS FEDERAL RESERVE BOARD 

E.O. 11652: N/A 
TAGS: EFIN, MX 

SUBJECT: BANK OF MEXICO PROPOSAL FOR BACK TO BACK LOANS 

REF: MEXICO 11976 

1 . SUMMARY. THE BANK OF MEXICO IDEA OF CREATING A SYSTEM 
WHEREBY POTENTIAL INVESTORS CAN INVEST IN DOLLAR DEPOSITS 
AND RECEIVE PESOS IS EXCITING CONSIDERABLE INTEREST. BUT 
DETAILS REMAIN TO BE FINALIZED. END SUMMARY. 

2. THE BANK OF MEXICO'S PLAN FOR A SCHEME WHEREBY THEY 
PROVIDE FORWARD COVER TO AN INVESTOR (SEE REFTEL) IS 
STILL BEING STUDIED. BANK OF MEXICO OFFICIAL TOLD FINATT 
THAT THE PROBLEM IS TO DEVISE A SCHEME THAT WILL SATISFY 
THE BANK'S LAWYERS. THERE ARE A NUMBER OF REPORTS AS TO 
THE DETAILS OF THE SCHEME, BUT AS BEST WE CAN DETERMINE, 
THESE ARE NOT FINAL. THE SCHEME APPARENTLY HAS ITS 
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ORIGINS IN A PREVIOUS OPERATION OF THE BANK OF MEXICO 
WHEREBY THE BANK WOULD PROVIDE FORWARD COVER TO COTTON 
BROKERS WHO WOULD LEND MONEY TO GROWERS. 

3. THE SCHEME HAS GENERATED CONSIDERABLE INTEREST. 

OFFICIAL OF ONE OF THE TWO LARGEST PRIVATE BANKS TOLD 
FINATT THAT THEY ALREADY HAD APPLICATIONS FOR THE FACILITY 
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OF 2 BILLION PESOS. THE DISCUSSIONS SEEM WELL KNOWN IN 
THE U.S. AND MEXICO. A BANK OF AMERICA EXCHANGE MARKET 
DEALER SAID THAT THE PESO FORWARD MARKET HAS VIRTUALLY 
DRIED UP SINCE THE SCHEME HAS BEEN DISCUSSED. 

4. BANK OF MEXICO DOES NOT PLAN TO ISSUE ANY PUBLIC 
DOCUMENT ON THE FACILITY, APPARENTLY ON THE GROUNDS THAT 
THEY WANT TO MAINTAIN AS MUCH FLEXIBILITY IN ITS USE AS 
POSSIBLE. THEY HAVE FORMED AN INTERNAL COMMITTEE TO 
EXAMINE THE VARIOUS APPLICATIONS. 

5. WE WILL REPORT DETAILS FF THE PROGGAM AS THEY BECOME 
FIXED. 

6. TREASURY DEPARTMENT IS CONSIDERING A SCHEME WHEREBY 
PRIVATE INSURANCE COMPANIES WILL PROVIDE FORWARD COVER. 
THIS IS STILL IN AN EMBRYO STAGE. LUCEY 
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